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Abstract 
The defining of long-term oriented goals and methods of achieving them is always associated with uncertainty, because we 
cannot assume that we know all the circumstances, either positive or negative, which might occur in the future. The management 
of a small business has to make decisions under uncertainty and insecurity, and has to take into account the risks that are 
associated with the business. The aim of this paper is to identify risks that could significantly affect the performance of the small 
enterprise and to define and analyse the risk in a particular company, including methods that should be used for risk assessment. 
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1. Introduction 
Every enterprise must, as part of its business activities, face certain risks that may lead to a reduction in the value 
of the organization, its weakening or even may be the reason for its decline. Therefore, it is necessary to prevent 
these risks or minimize their impact. And with it grows the importance of risk management, which Veber (2014, p. 
604) describes as "a systematic and coordinated way of working with the risks applied throughout the organization, 
i.e. at all levels of management, including all processes and all kinds of risks with respect to their relationships." 
Many managers believe they pay close attention to the risks, however, especially in small businesses the risks are 
monitored unsystematically, at random, intuitively and informally. Quite often, the predominant belief is that the 
management or the owner knows well all possible risks, so there is no need to deal with them separately. Another 
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pitfall is the monitoring of risks with only narrowly defined criteria, which can lead to biased results and erroneous 
managerial decisions (see Alquier, Tignol, 2006).. For example: the critical problem, which greatly affects the 
decision-making of the enterprise, is to identify potential cost savings (Vetráková, Potkány, Hitka, 2013). Another 
misconception is that the term risk management refers only to interventions, or remedial measures that are taken in 
response to the manifestations of risks. This article focuses on risk analysis in a small business as part of risk 
management, using methods that are suitable for such an entity, and in relation to the other stages of risk 
management. The aim is to identify risks that could significantly affect the performance of the selected small 
business. The SMEs play fundamental role in society from an economic and social point of view; in Europe they 
comprise 99.8% of the total number of companies (Verbano, Venturini, 2013). 
The concept of risk is relatively common in the world of economic science, but there is no single generally 
accepted definition. Kerzner (2009), for example, describes risk as a lack of knowledge of future events; this 
definition can be used for deriving a common feature of all definitions of risk: uncertainty of the outcome. When 
comparing the possible interpretations, the definition of risk can be divided into two basic groups. The first group of 
definitions focuses only on the negative side of risk, where risk is perceived as a threat. For example, Vochozka and 
Mulaþ (2012) define risk as a fear of potential tangible and intangible impact of the uncertain environment on 
achieving the goals set. Fotr and Hnilica (2014) refer to risk as potential negative deviations from the goals set. 
Likewise Smejkal and Rais (2013) define risk as a situation where there is a possibility of unfavourable deviations 
from the desired result that we hope for or expect. On the other hand, possible deviations from the expected outcome 
may also take a desirable direction, which is a broader concept of risk. This second group of definitions of risks 
focuses on defining risks in terms of potential opportunities. Kerzner (2009), for example, defines the response to a 
risk as a response to an opportunity, with these options: accept, share, strengthen or use the opportunity. 
According to Blažek (2014), however, in practice more attention is given to the negative deviations, which are 
based on the principle of prudence. Risk is therefore considered in connection with several alternate solutions when 
one of the options is usually undesirable. The risk can thus be described as a function of two variables, the 
probability of occurrence and the potential impact of a certain event. 
When segmenting risks, we use a number of ways, such as classification based on certain common aspects, or 
contrariwise based on contradictions. Generally, risks are divided into tangible and intangible, controllable and 
uncontrollable, insurable and uninsurable or, in terms of the level of decision making, into strategic, tactical and 
operational. Quite often they are also divided into financial and non-financial risks. In relation to the subject who 
bears the risk, we can distinguish internal and external risks. The former relate to internal factors within the 
enterprise and can usually be managed and influenced by the entrepreneur. They are, for example, operational, 
financial, supply, organizational and other risks. Currently, magnitude has been growing of the risks associated with 
information security. These risks are also influenced by other characteristics of information systems, in particular the 
usability of user interfaces (Hub, 2009) In contrast, the external risks normally cannot be controlled or managed – 
these are, for example, macroeconomic risks. Šúbertová (2014), however, suggests that the closer the business 
environment is to the internal one, it is easier to influence it. 
2. Material and Methods 
In a small company, it is necessary to perform risk analysis in two steps, namely: 
x preliminary risk analysis - to assess which of the objects (assets, systems, processes, etc.) is crucial to the 
operation of the company and which is exposed to considerable risks, 
x detailed risk analysis of the objects thus defined. 
Generally, methods with which to work in risk analysis can be divided in terms of variables with which to work. 
These are quantitative and qualitative methods of expressing quantities of the risk analysis, and these methods can be 
used separately or in combination. Qualitative methods are characterized in that the risks are expressed in a certain 
range (for example, they are scored <1-10>, or determined by probability <0; 1> or verbally). The level is usually 
determined by an educated guess. Qualitative methods are simpler and faster, but more subjective. The lack of a 
clear financial expression makes it difficult to control the cost-effectiveness. 
Quantitative methods are based on mathematical calculations of risk from the incidence of the threat and its 
impact. Impact is usually expressed in financial terms, such as thousands of CZK. Most often, the risk is expressed 
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in the form of Annualized Loss Expectancy (ALE), which is expressed in terms of money. Quantitative methods 
require more time and effort, but on the other hand they provide financial terms of the risks. 
A small enterprise can use mainly the qualitative methods - but in deciding whether to use only those methods, it 
is necessary to assess the assessor’s approach as well (typically a manager or the owner) to risks. It is a personal 
approach to deal with risk situations and experiences of previous risk decisions. Other aspects that influence the 
approach to risk management are the economic situation of the company and its internal environment. 
The risk analysis was performed for an economic entity selling toiletries, household products, paints and 
varnishes. The company was founded by two partners in 1992 and it now operates three retail stores and has 
12 employees (including associates). 
External influences affecting the enterprise were analyzed by the authors of the article using the PEST analysis 
and the analysis of the company surroundings using Porter's five forces model. 
The PEST analysis was used to analyse the effects of political and legislative, economic, social and technological 
areas. The analysis shows problems, which are similar with situation in the Slovak Republic - Czech and Slovak 
businesses see the biggest barriers in complex and frequently changing tax system, legislative barriers, but also 
strong competition, political instability, and unavailability of funds (information from Slovak companies: see 
Šúbertová, Meszárošová, 2015).  
Legislative restrictions are significant with relation to the structure of range of products – these are dangerous 
chemical substances and preparations that are classified as highly toxic. These substances and preparations must be 
handled by a natural person professionally competent (pursuant to § 44 a) Section 8 of the Act No. 258/2000 Coll., 
on Protection of Public Health and amending some related laws, as amended. Of course, the company must also 
respect the provisions of the Act No. 102/2001 Coll., on Product Safety and amending certain laws, as amended. 
In terms of the economic factors, the most risk factors appear to be unemployment of the population (in 2014 it 
amounted to 8.08 percent, according to the Czech Statistical Office) and the average salary well below the national 
average (by more than 10 percent). An analysis of the social environment indicates that crucial is the development 
of population in the city and in the region, which shows a slight downward trend. Technological changes are 
reflected primarily in the properties of the manufactured products, being related, inter alia, to the environmental 
protection (which significantly affects especially the assortment of paints and varnishes).   
The analysis of professional environment revealed the following. Risks associated with existing or potential 
competition is increased by the rise of supermarkets and hypermarkets in the vicinity. 
Supplier-customer relationships are changing as well - most suppliers are focused on larger customers and 
primarily on retail chains. This also reduces the variability of the range of products in wholesale, as vendors prefer 
high-turnover goods. The assessment of the threat of substitutes showed that more than 60 percent of the product 
assortment is widely available in other convenience stores, and therefore complements and differentiation especially 
in the services provided play an increasingly important role. 
The bargaining power of customers is related to the demographic structure in the city and surrounding area. In 
recent years there has been a significant loss of customers as a result of the establishment of a regular 
complimentary bus service to shopping centres in the regional capital. 
The analysis of the internal environment of the company was carried out in collaboration with its owners. The 
organizational structure is very simple, responsibility for individual stores lies with their managers, who are 
subordinate to one of the partners-directors. Directly subordinate to him is also a driver-warehouseman whose job is 
to supply the stores from a central warehouse and deliver special products from some suppliers. The second 
associate maintains the company’s accounting records, performs basic financial analyzes and monitors cash flow. 
The information system is considered to be unsuitable, consisting of only accounting software and separate 
warehouse records. Satisfactory economic results are significantly affected by the stock management - the price, 
quantity and structure of the stock. The findings mentioned can be considered part of the preliminary risk analysis. 
The detailed analysis performed in the form of qualitative risk analysis method using the purpose interview 
method (Delphi method). The method consists in a controlled contact between the experts of the assessment group 
and the respective representatives of the rated entity, who try to predict future developments or status. A set of 
questions was created, which consisted of two parts - a fixed, predetermined, and variable, according to the 
interview and the position of the respondent. The questions were formed taking into account the results of the 
analysis of the company’s external environment. The respondents were not in contact with each other during the 
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processing of the responses (through the interviews). To eliminate errors due to the non-existent financial expression 
of the risks, this criterion was included in the interviews as the impact of individual risks on the anticipated level of 
sales - according to the financial analysis of financial statements of the previous years, when determining the 
seriousness of the risks. With respect to the size of the business, the interviews were only held in two rounds - after 
being assessed, the results of the first round were communicated to the respondents (associates and store managers), 
who corrected or, conversely, stressed and supplemented their original positions. Within the Delphi method, 
different sub-options can be used; in this case, mind maps were used and a catalogue of risks and opportunities was 
created.   
3. Results and Discussion 
The risk analysis results in terms of the risk factors identified are shown in Table 1. These are the aspects which, 
according to the knowledge acquired, can significantly affect the demand for products and services of the company 
and thus its future economic results. 
Table 1. A list of risks identified in the enterprise monitored. 
RISK (risk factor) THREAT OPPORTUNITY 
UNCONTROLLABLE     
Changes in legislative standards The necessity of acquiring additional 
qualifications, the acquisition of other assets 
(cash registers, etc.).  
Strengthening the barriers to entry of new, 
similarly strong competitors 
Decline in purchasing power Decline in sales, stock obsolescence  Decommissioning obsolete, not sold, kinds of 
products and reducing stock items 
Exchange rate fluctuations Weakening of the Czech currency - the rise in 
prices of foreign products 
Strengthening of the Czech currency - the decline 
in prices of foreign products 
PARTIALLY CONTROLLABLE     
Changing lifestyles - shopping tourism declining demand, loss of revenues especially 
on weekends  
Focus on products that require professional help 
(colour mixing, consultancy) 
Changes in the way of shopping - a 
decline in the popularity of brick-and-
mortar stores 
Loss of younger customers in particular   Focus on products that require professional help 
(colour mixing, consultancy) 
Increase in the purchase prices as a result 
of charges of transportation with small 
volumes of supplies 
Increase in costs, increase in sales prices and 
the outflow of customers 
Increasing labour productivity of the driver-
warehouseman 
Loss of suppliers with highly specialized 
range of products  
Limited range of products in the stores Using personal, longstanding contacts and 
distinguishing itself from other dealers 
The location of the stores Decline of buyers due to problematic parking 
on a busy street and inadequate PR 
Using advertising space in its own buildings, 
renting unused space 
CONTROLLABLE     
Information system Lack of transparency, lack of information for 
operational and strategic management 
Using information system supplemented with 
additional modules, interconnection with stock 
control 
Organizational structure Department of information on business 
operations and financial position 
Substitutability at the operational level (due to 
the same activities leading stores) 
Fixed working hours including working 
on weekends 
Departure of young promising employees Adjustment of working hours or the number of 
employees, based on analysis of workload during 
the working day 
Staffing Age structure of employees - retirements, 
turnover 
Staff expertise as a competitive advantage 
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Stock management Excessive stock - write-offs due to expired 
shelf life, inadequate supplies - outflow of 
customers 
Stock optimization - improved cash flow 
Source: Elaborated by the authors  
Given the extent of the article, the following text focuses only on the risks posing threats. 
In the first round, the respondents could assess the risk with only three levels, namely: 1 = low, 2 = moderate and 
3 = low (see Table 2). Given the size of the business and an absence of strategic management, this division can be 
considered satisfactory at this point, but a more detailed breakdown of the seriousness of the risks is needed for any 
further analysis. 
Table 2. Risk assessment in terms of their probability of occurrence and size of impact. 
RISK PROBABILITY IMPACT 
1. Changes in legislative standards low moderate 
2. Decline in the purchasing power of the population moderate high 
3. Exchange rate fluctuations high low 
4. Changing lifestyles - shopping tourism high low  
5. Change in the way of shopping - a decline in the popularity of brick-and-mortar stores moderate moderate 
6. Increase in the purchase prices as a result of charges of transportation with small volumes of supplies high high 
7. Loss of suppliers with highly specialized range of products  high high 
8. The location of the stores low low  
9. Information system high high 
10. Organizational structure low high 
11. Fixed working hours including working on weekends moderate moderate  
12. Staffing low  moderate 
13 Stock management moderate high 
Source: Elaborated by the authors 
Further, a risk matrix was created (3 x 3 type), which allow a clear view through the importance of individual 
risks based on the probability of the risk and impact of risks on business. Note. This matrix can be similarly used to 
determine the magnitude of positive risk in the form of an opportunity matrix.  
 
Fig. 1. Risk Matrix. 
Source: Elaborated by the authors 
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By determining the magnitude of risks, the management gets an opportunity to respond to individual risks. Low 
risks can be accepted because the costs related to measures to eliminate the risks would be higher than the expected 
impacts. There is therefore no need to take any action. To prevent moderate and high risks, the company needs to 
take certain measures to address the management of these risks. The recommended approach to a risk according to 
the amount of probability of occurrence and the extent of the impact of the risk is shown in Table 3.  
Table 3. Methods recommended for a general solution of risk-related problems in the company. 
 High Likelihood of Risk Low Likelihood of Risk 
High Impact Severity avoiding the risk, reduction insurance 
Low Impact Severity reduction, or retention retention, risk retention 
Source: adapted from Smejkal and Rais (2013) 
 
Risk retention (taking, acceptance) is referred to as the so-called "zero strategy," where the decision maker does 
not take any action. He/she is, however, aware of the costs that may incur in the event of danger, and must deal with 
the consequences using his/her own reserves. In this case, it is the so called conscious risk retention. This method 
can be used when the probability of threats is very low and its impact is acceptable for the company. 
There are also risks that may indeed be identified, but it is not possible to take action against them - then it is the 
so called involuntary risk retention. It can be a very dangerous situation if risks are not identified whatsoever, and 
thus it is inadvertent risk retention. The basic tools to deal with risks include the risk reduction, which includes both 
the removal of the causes of risk, or weakening thereof; and, reduction of the negative consequences of risks. The 
reduction of the negative consequences of risks is not focused on the sources of risk, but on reducing the adverse 
impact of this risk on a certain economically acceptable level. This approach is also referred to as a defensive 
approach and includes diversification; insurance and risk sharing. The diversification is based on the distribution of 
a potential risk and is most effective when the individual elements are mutually dependent as little as possible. This 
approach is thus only suitable for non-systematic risks. Another method of managing risks - avoiding risks - is 
related to the defensive approach that may represent the loss of an opportunity to make money (although it is 
recommended in the case of the so called critical risks). 
Even for a small company, it is better to apply a proactive approach, which consists in the elimination of risk, e.g. 
by reducing the likelihood of risk situations or reduce the size of the adverse impacts. It includes e.g. shifting the 
risk to other entities, creating reserves, obtaining additional information and others. 
Most threatening risks for the entity analyzed are those that are located in the risk map (Figure 1) in the part with 
a dark gray background, and therefore we focused on determining their order for meeting the needs of their 
treatment. For this purpose, a multi-word range was used, which was created to assess the risks using a semantic 
differentiation (and again for the correctness of assigning a verbal variable value it was supported with information 
about the percentage change in sales). The verbal variable Risk Impact Degree included the values: negligible, low, 
increased, moderate, higher, high, and critical. The results thus obtained (from the second round of talks with the 
participation of 7 assessors, including two external) were converted for the purpose of assessment using statistical 
characteristics of the position into numerical form: negligible risk impact degree = 1, low risk impact degree = 2, 
etc. Assessment of the magnitude in the high risk group is shown in Table 4. Based on the characteristics of the data 
position, the risk was re-expressed verbally, by means of the variable Risk Magnitude, which included the values 
identical to the variable Risk Impact Degree. 
Table 4. Determining the magnitude in the high risk group. 
Numerical Designation 
of the Risk 
Verbal Description of the Risk Average Median Modus Standard 
Deviation 
Risk 
Magnitude 
7 Loss of suppliers with highly specialized 
range of products 
6.43 6 7 0.781 critical 
6 Increase in the purchase prices as a result of 
charges of transportation  
5.57 6 6 0.975 high 
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9 Information system 5.86 6 7 1.217 critical 
13 Stock management 5.14 5 4 1.345 higher 
2 Decline in the purchasing power of the 
population 
3.71 4 3 0.949 moderate 
Source: Elaborated by the authors 
Assessors' views on the magnitude of the individual risks somewhat differed, which in this company was mainly 
due to the fact that assessors from the staff did not have complete information on the financial situation of the 
company and focused thus primarily on ensuring the operation of individual stores. For this reason, it is deemed 
appropriate to involve external assessors in the risk analysis. 
According to the results of the analysis, the company management should focus without delay on solving the 
problem with the information system and use their knowledge and contacts to strengthen relations with specialized 
suppliers.  
4. Conclusion 
Correctness of solution to any problem is always associated with the quality of the analysis that is performed as 
part of risk management. It is a repetitive process that includes risk identification, risk assessment and follow-up 
measures to reduce them, and throughout this process it is necessary to carry out checks and monitoring. The risk 
analysis cannot therefore be independent and must always be based on the needs of the company management. It is 
necessary to regularly monitor and assess any new or induced risks - given that the company and its surroundings 
are constantly evolving.  
Events that may occur and need to be taken into account relate not only to the emergence of new risks, but also 
the passing of some threats. 
The actual identification of risks is based on analyzing the internal and external environment of the company in 
order to identify all the factors that could in any way affect the targets set by the company. It is necessary that it is 
dealt with by a group of workers, not just an individual. In practice of small businesses, it often happens that due to 
fears of misuse of information, the identification of risks is carried out only by the owner or a manager. It is true that 
the sources and scope of information differ depending on the size of the enterprise, however, experience shows that 
cooperation with the skeleton staff supports the early detection of potential threats and opportunities. In a small 
enterprise, particularly beneficial are group discussions (brainstorming, Delphi, etc.), under which the risks can be 
identified and assessed by the probability of their occurrence and the extent of their impact on the basis of an 
educated guess. The qualitative risk analysis methods can be combined with mathematical calculations, including 
the use of undemanding, commonly used statistical methods. This procedure, in which it is also advisable to 
determine the risk impact using financial expression (usually a loss), helps to make decisions on accepting or 
rejecting the risk, and also supports the correct choice of appropriate measures. For the visual presentation of the 
results of the risk analysis, it is possible to use the so-called risk matrix. Its level of detail depends on the needs of 
the management.  
When doing business, we can never completely eliminate potential risks; however, in the case of negative factors 
we can reduce them through appropriate procedures and measures. Even in a small business, the management can 
choose the proactive approach consisting in e.g. the transfer of risks to other entities, the creation of reserves, 
obtaining of additional information and others. It can be supplemented with any activity aimed at reducing the 
adverse consequences of risks, e.g. diversification, risk sharing and insurance.  
Rapid changes in the economic situation and the growing rivalry in the competitive environment lead to 
displacing of the traditional approach to risks, which was defensive and passive, according to Chevalier (1994). 
Therefore, even a small business management should focus primarily on eliminating the causes of controllable risks. 
This requires constantly obtaining relevant information, focusing on better use of the company resources and 
developing relationships with customers. Small and medium businesses still make insufficient use of grants and 
projects, due to the lack of information and fear of potential, often unidentified, risks. 
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